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I@Y 0 3 1988 

Dsar Sir cr Mada~:: 

Wa have considered your  8 ~ p l i c : a t i r j n  for  c.%~tuptiol~ fro10  fed^-!'a1 incoise tax 
a s  zn orga r~ i zz t i on  descr ibed i n  sec t icn  501!c)(C) of t h e  Internal Rsvenu~ 
Cod;. 

The infor!nation sub*****  i n d i c a t e s  that: you were founded  by your 
C c n s c i t u t i o n  dated ***  *  ****. 

Your primary purpose, as  statsd i n  your Cans t i tu t ion ,  i s  tu serve as a 
support o r g a n i z a t i o n  for  users  of ****** softt.?are vrhich inciudes information 
exchange and interfacing between **********  ussrs and t h e  vandor regarding 
p r o b l s ~ a s .  

You are a meabershii: orga:!is'ation open to  anyons trho has  a cont . rac tua1 
l i cens ing  aqreement or s u b l i c e n s i n g  agreenent w i t h  ****** *******  **** fo r  
t h a  use of the *********** software package a d  a softvsre maintenance 
agr semen t . 
1-iesbers have a t rsdi t i c n a l  bu.jer,/seller relationship w i t h  *****  *********** 
being tho s e l l e r .  There is also a f e e  charged by ****** * * * * * *  t o  a l l  
users of the *********  s o f t  aars  packagi. f o r  t e l ephone  suppor t  and t.~pua t e  
tapes.  

Your a c t i v i t i e s  i n c l u d e  h o l d i n g  an anrtual canvention of trhich the majority 
consists of workshops focusing 3ri s p e c i f i c  p o r t i o n s  of the **********  
sof t m r e .  111 the past, tha spzaker  has bsen t h e  President of ******  
***********  .  *****  s t a f f  a l s o  p rov ide  ona rmrkshop and  t h e r e  a re  
m r k z b s p s  conducted by t h e  organization's nore expert members. You a l s ~  
r e p r a s s n t  Users Gr01Jp in areas of common concern with *****************. 
Ycu coordinate research and davaicpment i n  o r d e r  t o  o f f e r  assistai~cs to 
*****  ************ **** t o  creatz nzv programs t a i l o r e d  t o  your nsads. 



********************* ********** 

Zection 501(c) (6) of the Code provides for the exemption from Federal 
income tax of business leagues not organizad for profit, no part of the 
net earnings of vhich inures to the benefit of any private shareholder or 
individual. 

Section i.501 (c1 (6) -1 of tha income tax regulations defines a business 
league as an association of persons having some common business interest, 
the purpose of which i s  to promote such common interest. Its activities 
should be directed toearda the improvement of business conditions in one 
or mors lines of business as distinguished from the performance of 
particular se~vices for individual persons. 

3evsnue Ruling 74-147, 1974-1 C.B. 136, holds that a nonprofit 
orgauizatiori,. whose members represent diversified businesses that own, 
rent, or lease digital computers produced by various manufacturers, and 
that is organized to improva the efficiency of its mambers use of 
computers, qualifies for exenption under 501(c)(6) of the Code. The 
common business ifiterest i;s their common business problem concerning the 
~ s z  of digital computers minde by diverse and coapeting manufacturers. 

Rsvenue Ruling 83-364, 1983-2 C.B. 95, holds that a nonprofit 
orqaniration, whose members represent diversified businesses that o m ,  
r e n t ,  or lease computers produced by 2 single computer naaufacturer does 
o o t  quzlifp for exemption as a business league because It failed the "line 
of business" t e s t .  

l o  N a t i o l ; ~ ?  L l u f f l e r  Dealers Association, I a c .  v .  United States, 440 U.S. 
472, Ct. D. 1997, 1979-1 C.B. 198 (3.9791, t h e  U.S. Supreme Court held that 
an organization of muffler dealers franchised by Cfidas International 
Corporation does not qualify fcr exemption from Federal income tax as a 
business league under section 501!c) ( 6 )  of the Code because the 
organization's purpose H a s  t o o  narrow to satisfy the line oi business 
test. The Court concluded that exemption is noi available to aid one 
group in competition with another within an industry. 

Organizations that have failed to mest the line of business test but 
inst2ad were found tc have served only a "segment of a line" include 
groups co~posed of husin?sses that heve licenses to a single patented 
product. Sse Rsvenue Ruling 58-,294, 1958-1 C.B. 244. 

The term "line of business" has been interpreted to mean either an entire 
industry or all cotr~ponents of an industry vithin a geographic area. 

Your msmbership is restricted to ******** software package users. Its 
activities provide a met.hod for the dissemination of information to users 
of the computer g,oftware package sold by ****. 



*******  *********  **** *****  

Based on t h e  fo rego ing ,  i*c hold  t h a t  you a r e  not opera ted  e x l u s i v e l y  t o  
prcmots a common h u s i n ~ s s  i n t e r e s t  i n  on6 or more l i n e s  of bus iness .  
There fo re ,  we conclude t,hat you do not  qua l fy  l o r  exemption under Sec t ion  
501 t c ~  (6) of t h e  Code. 

Yau a r e  r e q u i r e d  t o  f i l e  Federa l  income tax  r e t u r n s  on Form 1120.  If you 
do no?: accep t  ol;r f i n d i n g s ,  we recornman& t h a t  you r e q u e s t  a conference  
with. a  member of our  Regional  O f f i c e  of Appeals. Your request f o r  a 
confe rence  should  i n c l u d e  a w r i t t e n  appeal g i v i n g  t h e  f a c t s ,  law, and any 
o t h e r  i n f o r n a t i o n  t o  suppor t  your pos r ion  a s  explained i n  t he  enclosed 
P u b l i c a t i o n  892. You w i l l  then be con tac ted  t o  a r range  a d a t e  f o r  a 
confe rence .  The conference  may be he ld  a t  t h e  Regional  O f f i c e ,  o r  i f  you 
r e q u e s t ,  a t  any mutual ly  convenient  D i s t r i c t  o f f i c e .  I f  we do not  hear 
from you n i t h i n  30 days of t h e  d a t e  of t h i s  l e t t e r ,  this de te rmina t ion  
H ~ Z S  hecome f i n a l .  

_-- 

Enciosure:  P u b l i c a t i o n  892  
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D i s t r i c t  Di rec to r  


